EX PARTE OR LATE FILED

= ATT

Robert W. Quinn, Jr. Suite 1000

Director - Federal Government Affairs 1120 20th St., NW
Washington, DC 20036
202 457-3851

FAX 202 457-2545

December 18, 1997

Ms. Magalie Roman Salas

D
Secretary EC 1 8 1997
Federal Communications Commission FEDERAL Compypcy
TIONS COMMISSION
1919 M street, NW, Room 222 OFFCE OF THE Secnenagy

Washington, D.C. 20554

RE: Ex Parte meeting
CC Dkt. No. 97-208, Applications by BellSouth Telecommunications, Inc.
and BellSouth Long Distance, Inc. for Provisioning of In-Region, interL ATA
Service in South Carolina.

Dear Ms. Roman Salas:

On Wednesday December 17, 1997, at the request of Audrey Wright of the
Common Carrier Bureau, 1 provided copies of the prefiled testimony of Joseph
Gillan, filed January 6, 1997 in the AT&T/BellSouth arbitration proceeding before
the South Carolina Public Service Commission, Docket No. 96-358. Additionally, I
provided pages 25-26, 51-57 and 71 of the Hearing Transcript, Volume II dated
February 3, 1997 from that proceeding.

Two copies of this Notice are being submitted on the following business day
to the secretary of the FCC in accordance with Section 1.1206(a)(1) of the
Commission's rules.

Sincerely,
T e, Q,\Um

- UF2-

Attachments

cc: Audrey Wright
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25
investment decisions concerning where to construct networks, invest in switching,

add ncw capabilities. etc.*

Q. ' DOES THIS PROCESS PARALLEL THE DEVELOPMENT OF FACILITIES
COMPETITION IN THE LONG DISTANCE MARKET?

A. Yes. In the long distance market, carly entrants like MC! were able 10 expand their
services and customer basc by reselling services off of AT&T's network. This
growth financially justified the deployment of their own networks, providing
i;\t;;nnl invesiment capital and shareholder confidence. and encouraged the entry of
others, including (what is now) the third major network provider, Sprint. Later, the
continued growth of the resale market resulted in the construction of the fourth
national network (WilTel) for the express purpose of providing wholesale carrier-to-

carrier services for use by the “resale” indusiry.

Q WILL NETWORK CONSTRUCTION BE INSTANTANEOUS?
| No. Locsl facilities deployment is a Jong-ierm proposition. It took the Bell
operating compani¢s more than 100 years to achicve the present state of the network

and the Commission should not expect entranis lo deploy comparable nerworks

ovemight.’

‘ - Telepory, in fact, has publicly stated that is business strategy is to win customers fist and then

bulld facilities in an efficient way to serve them (Telecommunications Reports, October (6, 1995,
page 20).

? . The Commission also should recognize thar the Act provides s srong. potentially threatening,
incentive for local network Invesonent, tat is, BellSouth's becoming a long distance company. This
single action will ransferm BeliSouth from the lang distance industry’s principsl supplier o its
principal rivel. Long distance companies will not want (o be as dependent upon BeltSouth as they are
todsy once BellSouth becomes their main competitor. Each will construct, and encoursge the
tonswuction by others, of other networks in as shan a time as possible.

21
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2 Q DO YOU EXPECT CARRIERS WILL REPLICATE THE ENTIRE
3 BELLSOUTH NETWORK?” '

No. It is likely that some portions of the nerwork may never see a competitive

5 alternative. certainly in the next several years. For instance, it is casy 1o visualize
6 significant resistance on the part of residential homeowners to multiple nerwork
7 interface boxes being installed on their premises to reflect previous. and future,
8 sompetitive choices in local services. Other clements of the network may best be
9 provisioned by a sole network vendor (for instance. the loop and Jocal switching in
10 many areas).” The point is not simply to encourage new construction -- the goal is ro
" encourage efficlent facilities deployment. Wholesale services and econpomicaily
12 priced unbundled network elements are key elements of this transition.

13

14 1. LOCAL SERVICES RESALE

18

6 Q. WHAT IS LOCAL SERVICES RESALE?

17 A Local services resale is the purchase of an incumbent LECs services by a competing

18 local service carrier on 8 wholesale basis with the intent 1o resell these services o

19 consumers. Wholesale local services are expressly designed. supported, and priced
20 to be resold by another carrier in the rewail marker, These wholesale Jocal services
21 provide multiple entrants a simple means to begin offering local exchange services
22 and attract custorners. BellSouth is required to offer its local services for ressle at
23 wholesale rates ynder Sectian 251(c)(4) of the Act.

24
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SUMMARY BY MR. GILLAN:

GOOD AFTERNOON, MY NAME IS JOE
GILLAN. IT'S A PLEASURE TO BE HERE IN SOUTH CAROLINA
AGAIN. THE PURPOSE OF MY TESTIMONY IS TO NOT GET INTO
REALLY THE SPECIFIC DETAIL. THE NUMBER OF THME ISSUES
THAT YOQU WYLL HEAR TODAY, BELIEVE ME, OVER THE NEXT
SEVERAL HOURS [ THINK YOU WILL HEAR ENQUGH DETAIL FROM
THE REMAINING WITNESSES. RATHER, THE PURPOSE QF MY
TESTIMONY 1S TO TRY AND PROVIDE SOME BASIC CONTEXT TO
UNDERSTAND WHAT ARE THE ISSUES HERE BEFORE YOU.

1'D LIKE TO START THAT PROCESS 8Y
POINTING OUT, EVEN THOUGH THIS APPEARS TO BE A CASE
BETWEEN BELLSOUTH AND ATET, THAT'S ACTUALLY A MISNOMER.
WHAT 1S REALLY GOING ON HERE 1S THAY THE TELECOMMUNICA-
TIONS ACT PROVIDED ENTRANTS, ALL ENTRANTS, CERTAIN RIGHTS
AND ATET IS THE FIRST CARRIER TO ASK THAT ITS RIGHTS BE
IMPLEMENTED. SO VWHILE THE DEBATE MAY BE COUCHED TO YOU
IN TERMS OF THIS IS ATET VERSUS BELLSOUTH, T THINK IT'S
MORE APPROPRIATE TO THINK ABOUT IT IN TERMS OF YOU'RE
IﬁFLEMENTING THE ACT OR IMPLEMENTING THE PQRTIONS OF THE
ACT THAT WILL ENABLE ENTRY.

THE SECOND GENERAL COMMENT IS
THAT, AS I SAT HERE AND LISTENED TO BELLSOUTH'S OPENING

STATEMENT, I THINK THERE'S A LOT OF THINGS | CQULD AGREE

PUBLIC SERVICE COMMISSION OF SOUTHM CAROLINA
111 DOCTORS CIRCLE
COLUMBIA, SC 29203

NCLBLE PBZL-B29
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WITH THEM ON. WHERE WE PROBABLY HAVE DISAGREEMENT IS HOW
DO WE GET TO THE END RESULT. BFLLSOUTH TOLD YOU AT THE'
FIRST POINT THAT THE ACT IS ABOUT ALLOWING CARRIERS INTO
EACH OTHEPR'S MARKETS. ON THAT WE AGREE. BELLSOUTH
SOMEDAY WILL OFFER BOTK LOCAL AND LONG DISTANCE SERVICES;
AND FOR THIS ACT TO BE A SUCCESS, WHAT THAT MEANS IS THAT
OTHER LONG DISTANCE CARRIERS MUST ALSO BE ABLE TO OFFER
LOCAL SERVICES. WHMEN BELLSOUTH GOES TO OFFER ITS LONG
DISTANCE SERVICES, IT WILL FIND ALL THE THINGS THAT IT
NEEDS TO BECOME A LONG DISTANCE CARRIER OUT THERE IN THE
MARKETPLACE TODAY BECAUSE WE'VE HAD TEN YEARS TO OPEN
THAT MARKET TO COMPETITION. TMERE ARE NO BARRIERS TO
ENTERING THE LOMG DISTANCE MARKET. S8ELLSOUTH WILL BE
ABLE TO DO IT RAPIDLY, COMPLETELY, QUICKLY, UBIQUITOUSLY
THROUGHOUT ITS ENTIRE REGION. THE ACT 1S ABOUT CREATING
THE TOOLS THAT OTHERS WILL USE TO ENTER THAY MARKET AS
WELL .

WELL, WHAT ARE SOME OF THOSE
TOOLS? BEFORE | EVEN START THAT, WHY SHOULD YOU CARE?
WHY SHOULD YOU CARE ABOUT THESE VERY COMPLICATED CARRIER
RELATIONSHIPS? [ THINK IT COMES DOWN TO ONE THING. WHAT
CARRIERS ARE ABLE TO BUY IS GOING TO DECIDE WHAT

CONSUMERS ARE GOING TO PAY TOMORROW. THIS COMMISSION

LIKE OTHERS IN THE NATION HAVE ALPEADY ADOPTED A SYSTEM

PUBLIC SERVICE COMMISSION OF SOUTH CAROLEINA
111 DOCTORS CIRCLE
COLUMBTIA, SC 29203

NDL 518 PEZ2-ER9
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OF REGULATION FOR BELLSOUTH THAT WwWILL PERMIT IT TO
RESPOND IN A MORE COMPETITIVE ENVIRONMENT, IN LESS TMAaN
THREE YEARS, BELLSOUTH WwiLL B8E IN A POSITION TO BEGIN
RAISING LOCAL RATES TO SCUTH CAROLIMNA CONSUMERS. THE
ONLY WAY TO PROTECT THOSE (ONSUMERS FROM RATE INCREASES
IS TO MAKE SURE THAT THERE ARE OTHER PROVIDERS OUT THERE
THAT WILL TAKE THEIR BUSINESS, SO THAT THE THREAT OF A
CUSTOMER GCING TO A COMPETITOR KEEPS BELLSOUTH FROM
RAISIMG 1TS RATES, BECAUSE UMPER THE TERMS OF ITS
REGULATION PLAN IT CAN BEGIN THAT IN JUST A FEW YEARS.

NOW HOW WILL PEOPLE BE SERVED IM
THE FUTURE? MR. LIGHMTSEY IDENTIFED TRAT THERE ARE THREE
BASIC TECHNlQUES IN THE ACT THAT OTHERS WILL EXPLAIN TO
YOU IN MORE DETAIL. THERE IS THE TECHNIQUE OF BUILDING
YOUR OWN NETWORK. IF YOU BUILD YOUR OWN NETWORK, YéUR
CUSTOMERS WILL STILL WANT 70 CALL CUSTCMERS IN BELLSOUTH,
SO YQU MUST INTERCONNECT THESE NETWORKS SO YOUR CUSTOMERS
CAN CALL THEIRS. TMERE'S THE TECHNIQUE OF RESALE, BUYING
BELLSOUTH'S SERVICES AND RESELLING THEM; AND THERE'S THE
TECHNIQUE OF USING NETWORK ELEMENTS,

LOOKING AT EACH ONE OF THESE IN

JUST A LITTLE BIT MORE DETAIL:

RESALE - RESALE S THE SIMPLEST

ENTRY TECHNIQUE IN THE ACT. 1T BASICALLY SAYS THATY AN

PUBLIC SERVICE COMMISSION OF SOUTH CARCLINA
111 DOCTORS CIRCLE
coLuMBIa, SC 292073
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ENTPANT CAN COME IN AND BUY BELLSOUTH'S RETAIL SERVICE,
OR RATHER A WHOLESALE EQUIVALENT TO IT, RESELL IT IN THE
MARKET UNDER [TS OWN BRAND NAME. NOW, ALTHOUGH THAT'S .
GOING TO BE A RAPID ENTRY TECHNIQUE, ALL YOU END UP WITH
ARE RESELLERS IN THE MARKET BASICALLY REOFFERING
BELLSOUTH'S RETAIL SERVICE. THERE'S VERY LITTLE ABILITY
TO CHANGE THE WAY THE SERVICE LOOKS AND THERE'S LITTLE
ABILITY TO PUT PRICING PRESSURE ON BELLSOUTH. NEVERTHE-
LESS, IT 1S A TECHNIQUE THAT CARRIERS CAN USE TO ENTER .
THE MARKET QUICKLY AND COMPETE WITH BELLSOUTH.

THE HEART OF THE ACT, HOWEVER, I,
THINK GOES TO THE SECOND MAIN ENTRY TECHNIQUE. THE HEART
OF THE ACT IS THE PRINCIPLE THAT CARRIERS CAN GO TO
BELLSOUTH ANO BUY NETWORK INGREDIENTS FROM BELLSOUTH,
NETWORK ELEMENTS, AND USE THOSE INGREDIENTS TO BECOME A
LOCAL TELEFHONE COMPANY AND OFFER SERVICE. THOSE NETWORK
INGREDIENTS, BASTC INGREDIEMTS, ARE THE NETWORK ELEMENTS
ON THE CHART OVER THERE IN THE CORNER. TODAY WE HAVE
LONG DISTANCE COMPETITION BECAUSE A POLICY DECISION VAS
MADE TEN YEARS AGO THAT SAID LONG DISTANCE CARRIERS COULD
USE THE BELL NETWORK TO PROVIDE LONG DISTANCE SERVICES.
THE ACT BASICALLY TAKES THAT PRINCIPLE AND EXTENDS 1T ONE

STEP FURTHER AND SAYS, WE'RE GOING TO GO TO A FUTURE '

WHERE EVERYBODY CAN OFFER ANY SERVICE BY ENABLING

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
111 DOCTORS CIRCLE
COLUMBIA, SC 2920%
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CARRIERS TO BUY THME BELLSOUTH NETWORK AS A BASIC SET OFé
INGREDIENTS AND USING IT TO OFFER THEIR SERVICES.

THE ISSUES ON NETWORK INGREDIENTS,
PRETTY SIMPLE: HOW MANMY DO YOU MAKE AVAILABLE, WHAT ;
PRICE DO YOU CHARGE, AND MAY CARRIERS COMBINE THEM? AS’
BELLSOUTH INDICATED, THEY DISAGREE ON WHAT COST MEANS.
MY TESTIMONY AND THE TESTIMONY OF DR. KASERMAN INDJCATES
THAT COST 1S ECONOMIC COST. THERE DOESN'T APPEAR TO BE A
LOT OF DISPUTE ABOUT THAT IN ECONOMICS AT LEAST. WHAT
INGREDIENTS NEED TO BE MADE AVAILABLE? AGRIN, THERE
SEEMS TO BE GENERAL CONSENSUS ON WHAT ELEMENTS NEED TO BE
AVAILABLE. CAN CARRIERS COMBINE THEM? THIS S PROBABLY
THE KEY. BELLSOUTH RECOGNIZES THAT IT HAS A LEGAL
OBLIGATION TO ALLOW CARRIERS TO CCMBINE ANY OF THESE
INGREDIENTS THEY DESIRE TO OFFER ANY SERVICE THAT THEY
WANT TO OFFER. THIS 1S A CRITICAL ELEMENT OF THE ACT
BECAUSE IT IS TMROUGH THIS ABILITY OF BUYING THESE
GENERIC INGREDIENTS AND CREATING THEIR OWN SERVICES THAT
CARRIERS WILL BE ABLE TO INNOVATE AND OFFER DIFFERENT
SERVICES TO SOUTH CAROLINA CONSUMERS.

MR. LIGHYSEY USED THE EXAMPLE OF
CALL WAITING AND SUGGESTED THMAT IT MADE SENSE FOR THIS:
COMMISSION TO NOT LET CARRIERS BUY THME CAPABILITY IN THE

BELLSOUTH NETWORK TO QFFER CALL WAITING BUYT INSTEAD COU&D

PUBLIC SERVICE COMMISSION OF SOUTN CAROLINA
111 DOCYORS CIRCLE
COLUMB1A, SC 292073
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ONLY RESALE BELLSOUTH'S SERVICE. HIS EXPLANATION WAS
THAT TODAY BELLSOUTH GETS $3.40 AND THAT ME WOULD LIKE TO
KEEP THE $3,40 FROM GOING ucQN AS COMPETITORS COME INTO
THE MARKET AND OFFER ALTEPNATIVES. HE IMPLIED YO YOU
THAT, UNDER THE ATST VIEW OF THE WORLD, THEY WOULD GET Td
OFFER CALL WAITING FOR FREE. [ HAVE TO DISAGREE WITH MR,
LIGHTSEY IN THE SENSE THAT I THINK HE IGNORED A VERY
IMPORTANT PIECE OF THAT. UNDER TME ATET PROPOSAL UMDER:
YHE F.C.C. RULES, AN ENTRANT CAN'T OFFER ANY SERVICE
WITHOUT FULLY COMPENSATING BELLSQUTH FOR THE NETWORK
COMPONENTS THAT 1T WOULD PURCHASE TO PROVIDE SERVICE.
ATET WOULD ONLY BE ABLE TO OFFER AMY SERVICE IF IT AGREED
TO PAY THE FULL COST OF THE NETWORK ELEMENTS THaAT IT
INTENDS TO USE. SO IT'S NOT A QUESTION OF ATET GETTING
TO OFFER SOMETHING FOR FREE; IT'S ONLY A QUESTION OF Arsﬁ
COMPENSATING BELLSOUTH FOR THE COST OF THE NETWNPRK
ELEMENTS AND THEN PROVIDING TME SERVICES. OF COURSE, IN
THE BEGINNING ALL OF THESE NETWORK ELEMENTS ARE GOING TO
HAVE TO BE PURCHASED FROM BELLSOUTH. THMERE ARE NO OTHER
NETWORK PROVIDERS I[N THE MARKET TODAY AND IT'S GOING Td

TAKE MANY YEARS FOR COMPETITIVE LOCAL NETWORKS TO BE

DEVELOPED.

ON THIS CHART OVER HERE THERE'S A

COMPARISON OF THE NUMBER OF LOCAL SWITCHES IN SOUTH

B

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
111 DOCTORS CIRCLE
COLUMBIA, SC 29203
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CAROLINA THAT JUST IN BELLSOUTH'S TERRITORY USES TO

PROVIDE LOCAL EXCHANGE SERVICE. THEPE'S APPROXIMATELY
150 OF THOSE TODAY IN SOUTH CAROLINA, [N COMPARISON,
ATEY PROVIDES SERVICE WITH ONE. NATIONWIDE, THOSE

NUMBERS WOULD BE, IN THE LOCAL EXCHMANGE, CARRIERS HAVE;
23,000 LOCAL SWITCHES WHEREAS ATET PROVIDES SERVICE erJ
JUST OVER 130. DEVELOPING LOCAL NETWORKS 1S A LONG-TERM
PROPOSITION, LOCAL COMPETITION REQUIRES THAT OTHERS HAVE

1

THE OPPORTUNITY TO USE THE BELLSOUTH NETWORK TO PROVIDE

SERVICE.

FINALLY, IN ORDER FQR THE
COMMISSION TO TRANSLATE THESE TOOLS INTO CHOICES THE
CONSUMERS WILL ACTUALLY EXPERIENCE, BELLSOUTH IS GOING Tb
HAVE TO CHANGE AND INTRCDUCE OPERATING SYSTEMS, AS HILQ
ALL NEW ENTRANTS, SO THAT THESE METWORK INGREDIENTS CAN:
BE ORDERED AND COMEBINED AND SERVICES OFFERED OVER THEHE
QUICKLY FOR CONSUMERS. THE ONLY WAY THAT SOUTH CAROLINA
CONSUMERS ARE GOING TO HAVE A CHOICE OF LOCAL TELEPHONE
COMPANIES 1S IF IT IS AS EASY FOR A SCUTH CAROLINA
CONSUMER TO CHANGE LOCAL TELEPHONE COMPANIES IN THE
FUTURE AS IT IS TO CHANGE LONG DISTANCE CARRIERS TODAY.

AND IF JT'S AS EASY FOR LONG DISTANCE CARRIFRS TO BUY AND

USE THESE NETWORK INGREDIENTS TO OFFER LOCAL EXCHANGEF
SERVICES.

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
111 DOCTORS CIRCLE
COLUMBIA, SC 29203
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1 NOW, IN CONCLUSION, THAY MAY SOUND
2 LIKE A SOMEWHAT ONE-SIDED PROPOSITION, BUT 1T SHOULD NOT
z

R BECAUSE TME ACT, AS MR. LIGHTSEY POINTED OUT, INCLUDES i
4 TWO ELEMENTS. 1T INCLUDES THE OPPORTUNITY FOR OTHERS TO
s ENTER THE LOCAL MARKET; AND [F (OCAL COMPETITION IS
5 ESTABLISHED, IT ALSO PROVIDES BELLSOUTH THE OPPORTUNITY
7 TO PROVIDE LONG DISTANCE SEPVICE. THE DIFFERENCE IS THAT
8 WHEN BELLSOUTH GOES TO OFFER LONG DISTANCE SERVICE, THE
9 LONG DISTANCE NETWORK ELEMENTS ARE ALREADY AVATLABLE TO
10 IT. [T CAN 8UY THOSE TODAY. THE OPERATING SYSTEMS TO
" ORDER THOSE ELEMENTS ALREADY EXIST. THEY WORK TYODAY.
12 THE ABILITY FOR CONSUMERS YO CHANGE LONG ODISTANCE
13 CARRIERS ALREADY EXISTS. THEY WORK TODAY, THE ONLY WAY

e ANYONE ELSE WILL HAVE AN OPPORTUNITY YO COMPETE 1S IF
\6 THOSE SAME TYPES OF CAPABILITIES ARE MADE AVAILABLE TO
16 CARRIERS TO OFFER LOCAL SERVICE.
V7 THANK YOU.
. MS. TAYLOR: DOR. KASERMAN.
19 DR. KASERMAN: THANK YOU.
20
21 - JESTIMONY QF DR. DAVID L. KASERMAN
22 - (PREFILED TESTIMONY OF DR,
23 KASERMAN 1S AS FOLLOWS:)
24
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3
retail stage in local exchange markets in South Carolina. In order 10 promote
efficient entry, the price these entrants should pay for these inputs is equal 10 the
incremental cost that BellSouth incurs (o provide them. Moreaver, duc 10 the
multiproduct nature of BellSouth's aperations, the relevant cost to which prices
should be equated is what is knewn as the total service long-run incremental cost, or
TSLRIC.* TSLRIC, in turn, is conceprually identical to what the FCC has labeled';
TELRIC (toral element long-run incremental cost) in their recent order on local
competition issues.” This new term was coined to clarify that the pricing stendacd -
contained in the FCC Order is applicable to unbundled network elements as

opposed to services. Otherwise, the twa terms ate synonymous.

WHAT SPECIFIC PROPERTIES ARE EXHIBITED BY TOTAL SERVICE
LONG-RUN INCREMENTAL COSTS?

Costs measured on the basis of TSLRIC exhibit the following properties: (1) they |
are forward looking (as opposed to historical); (2) they reflect least cost
technalogies (as apposed to obsolete or inefficient methods of production); (3) they
are incrementa! (as opposed to average)‘in nature; (4) they are long run (as opposed
to short run); and (S) they are consistent with the principle of cost causation (as
opposed to some arbitrary assignment of costs). Each of these properties is

important for purpoeses of efficient pri¢ing and promotion of efficient competition.' .

WHY IS IT IMPORTANT THAT INPUT PRICES BE BASED ON COSTS
THAT ARE FORWARD LOOKING?
It is important that input prices be based on cost calculations that are forward

looking, because it is precisely this perspective which governis the actions of

13

TOTAL P.11
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.| My name is Joseph Gillan. My business address is P. O. Box 541638

Florida 32854.
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" Tama graduate ot‘ the University of Wyomng where | received B A (1978)
Lo MA (l979) degrees m economics. My gnduate program concemed Qn
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‘ ‘forNew Mbnco SmUmvenny s Center for Regulanon A complete lxbtmg of my
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f-utmmmcompemon in gencral and; perhps more importantly; ﬂu mteadéd'
; X bonefuuryofcompeunon consumers. Compeunonnowres:desattheheanoﬁt%
nmon stelecommumw:lons policy. This is notbocausclt beaeﬁts compentots,«brn

L boause competmon is the best mechanism- © provide consumers wmh\ the kmmkt ?

i

- Zi; 5 ‘served on the staﬂ' subcommnwe for the NARUC Communications Commmee aTd ——
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RN 'jpnm and greamt choices - and because where competition ﬂounshcs, liaxion
' 1

.and govermuent tntervenﬂon are unnecessary.

U embodled' lll the Telecommumcanons Act of 1996 (the Act) i 1s prwidmg consumers
f BellSouth aad the o public st i,

L :%PLEASE SUMMARIZEYOURTES'ITMONY

L ‘!‘he Act holds the promise of a pew era in! telecommumcauons,
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:: ';quever, the ﬁct that the pames befon d'ns Commxssuon are Ia:gé companies -
= ; Eshouid not be cqnfused with the nature of their debate. In ‘one coruer, you hive
. ! Beillsouth a monopoly whose incentiveis to do as litle as posslble © ¢ open its

T markets In zhe other comer, you have AT&T, a potennal new enthm thh ;he

:» :desue to offer local services broadly throughaut South Carolina. C v, |

f Zpany is pnmar;ly motivated by its own self<interest, but’ the pubhc-mﬁei&'

J

. wnth chou:e, In this regard, AT&T’s desire to offer services in competmom vhth
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{the’ termms, conditions and prices under which BellSouth’s network apd

| arringements into end user services and easily implement lco', S!
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. m fundamenul intention of the Act is that local maﬂpet; mm-'

campdlmve, not just for selected customers in certain meuopohtan

‘but broadly throughout a state. However, the only way thai “b'qundus R

xcqmpeuuon can become a reality, is if the existing networ* 15 a'mlable
:for: other competitors t0 use 1o provide local exchange a.ﬂd exchar
access services. This is the core objective of this arbltration't to eshb! sh

semccs wnll be available to nvals, mcludmg AT&T. : ;
The pnnclpal mechanism avanlable to the Commnssxon to inﬂuence the
:prices and choices expenenced by consumers in the fumre IP tlu'nugh pts
irole establishing the prices and choices available to carriers. The path'to
cdnsumer protection is choice - choice among competing pfoviders that
jare able to offer services with equal quahty and compar e’ pncés fto
‘thcse of BeliSouth. .;'Ei‘ o

The key to realizing the full b;nct' ts of compeuuon is cormctly pr;c,( g
the. network elements and resald services that rivals will. pirchase fr

‘BellSouth to provide service to end users. Whmﬂ:emtnmpum

the network functionality or facility undcﬂymgasem@,, he price Jof SN

ithese eloments should be their forward-laokinig, long-runi) ,.mcmn
icost. Where a carrier purchases a‘ wholesale service, the’ *pmc th
wholesnle service should be calculated by fully removing fetail-

| ,n v
, cosrs Only under these pricing rules will entrants have the wmty 10

bmadlyapprouhthemarkztmdpmdeconsumexswnhachmce\of

: loca! servm provider. 1 K g

va:dms entrants access 1o the msnng network is the fa;mt pa’lh ito

depioymem of competing facilities networks. Resale andﬂv;’ avaﬂaﬁil}ty | "
" of unbundled network elements will both acceleme the cmmetnqn iof .-
altzrnatwe local networks and yield a far more competitive knvnrronmem Lo

at ithe end of the entry process than would otherwise exist. ,\

[P
. ‘«'
‘.,

J 'Consumers will consider !ocal compenuon a fmturc unles$ consum#rs N
1y serve them.

usxlycan change local carriers, and competitors may €
(Al robustly competitive local enviroament requires operan" j I‘al suéppn
systmns ‘that enable entrants to translate these new cas to-csner'

chcls:on to clnnge its local suvu:e pmvlder without extensfve dﬁh}s;ot

[

Whummmmummclwmdmmumumulnpkmmtswve" g

the oppoﬂunuy to broadly approach the Souﬂn Carolina markctplacr, daslsrung_
: semccs whlsh zhey believe best sansfy the needs. of theu custm?lers, oq hn

H | ‘,’
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: systems whnch easxly accommodate the cholce made by consumers _ - 1

o 'wn,x. THE comnssxon's DECISION m:n ESTABLISH m BAs:c

L WH'ETEEFCC’SRULESMLMNTINGTBEACT’

912824572545  P.@6
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l

economlc basls sxmllar to that of BellSouﬂ:, znd fully supponed by Operaé

sl
| ‘
N'
(

{

|§

- | I

CONDITIONS FORENTRY" ' g - S fi 'i
. Yes ln thxs arbmuon. the Commxsswn will comprehmszvely estabhsh each of Lh

tools eontemplnsd by the Act to pmmow local cotnpetmon -The ﬁsli mosaut of -

‘

emry toqls are needed if AT&T (or any other caitier) is to bmdly appmdh !the

market, offeﬂng service to both residential and bumms customets. Bécause AT}&T o
- i nqummgafull mgeofenuyopuons options to which’ |txscnutleduﬁd=r’ﬂw '.
Act - the Conumsslon will be esubhshmg nu only condmom neeeswy fot

| AT&T’s entry, but just as smlﬁcantly, the condmons of entry ﬁur the u{me 5 5-; R E

(

: . L S 1
mdustry S ; o ‘

: : Lo | l

: $ . . . . 3 o

f ) Lo Co

!

I

.
lA

ARE THE m;comumnous i~ YOU'R TESTEMONY: t:ousmgsm

‘A
R
;f|

i

Yes. Althoug: those portions of the FCC’s Ru!es addressing pncmg havc l:pen B

stayed, d:e rzmamder of its Rules mblishmg themm set of nmmrk elements

: ﬂdelSeutbmnstof&t requmngﬂmnetworkelemmtsbeprdvxdd mlany
mbmmmwmmmmmmdadmngthemmducnonofnomﬂlsmm“:mry :

opaanngsynemsmunmeﬂ'ect. ThnFCC’sRnlesmovemeAdonestepclLser ;:-;

o m\plmenmon, but it will be this Commsslon s resolution of thqtssnes l
%

mnmmmmmummcmmmmmmm

Bt

face, andthepﬂcesmattheypay
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2 fFCb Ruls had provxded state commission with the option of adoptmg a sum*.r

3 5novou mm: ANY ADDITIONAL onsmvamons’

;opuommmostefﬁelenttoscweSouﬂlthnamm. ';: e
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s

a

|

Also 1 would note that the sy of the FCC's pricing rules’also stay the ch s

.mtenm surcha.rge on purchasers of the unbund[ed local swnchmg elemem IThe :

|

‘ 5:13'_lnteﬂm sutcha[gg plan for intrastate toll calls onglnmd or ummiﬁed by
S ?-enlnnts who pumhase unbundbd local swnchmg eiements (FC‘C Order 1 729) 1
' , fbcheve such . phn is uanecessary, is hkelw o lead only to fewef ¢h°1°es‘ }10'

| ;'co@sumets orhxgher consymer prices, and, dunng the pcndancy of uw suy, wowd

1

surcharae.

ers loﬁermwmmwyno&smcmmghowmplﬂymem'““ Chﬂﬂbe )

fcvenaﬂctttusCommwsxonmchosnsdecnsmnmdus arbntuuon; f'l‘heconect

decxston here shmdd provide the foundanon for oompamon and consumcr chél*e

: But focal mpeuuon will not be mstantaneous Implcmentmg tlns dommxss:oh s

"elunemanwdbyAT&Tsomacompeumeenmtscmbegmtomstwhich

Y
o
IV

|

I

|

; S PEE
! : ‘,

- ,:‘ Musmﬁlwmopmmwspmeedmgcomonlyhﬂfbftheﬂt
| ‘ ﬁ.mdlmental equanon opening BellSouth’s monopolymthz local exchange mar‘:et
tocomyehnoo 'I'bcsecondhdfoftheequaum.a!bwmgBeHSomhtomwdeBngg s

- dxsunee servm in its territory is a: quesuon that is relcvmt onlysqier hocal markets

6 -~ EE -.j-.z'l
, N
: ‘ 9

i vmla;e other FCC rules which remais in, eﬂ'eet ‘me South Camlma Commissxbn - £

' -should emhc:tly reject any effort by BellSouth 0 |mposc an: mmstatz mnsuio#al

deeuxon wﬂlnkcsomnme. It is for thtsruson(among othéns)tha:fhe: :

. Commmon shonld move expeditiously to mplement each of the cctmpreheuswe S
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1 BT | |
4 i -
18 i , | R
i } 5 'become compeunve This single-minded focus on openmg the loeal exchhége"
0 I !

f jmarket to compeuuon is appropriate because establishing loca! camneuuon 'SB‘bY: o

" melf a substanual and unprecedented nndenakmg that reqmtes me Comm:ssmr i ‘ ‘ ‘

BN undw(ded anenuon What is lmPOfﬂﬂ"» h°“’°"°f° is that th’ Act “se}f adoptef'l 8

'- -campromue - effectlve Jocal competition in exchange for mterLATAv'emry -

: acmnplxshmg thc first step requires fomeﬁxlly and compleﬂely unp!emenung ithe i

tools enmts ueed to offer local services. The Comm:sszon cannot’ cotﬁprotmsé its i

Lo i s detlSlon here wnthout diluting the basic fra.mework of the Act; seno“sly delay{ﬁ ag. l g .
'matcompeuuonmmemdusuymmmmmdedmhmm 73‘ .
] uow nms voun TESTIMONY RELATE TO THE 1 MO ¢ OF
il OMRAT&Iwml:sszso | . 3 : ' )
M‘y usumony ducn‘bcs the mmhnbuhxp among AT&T's rpqm i ihxs’ ,
arbntntxon and how these requests fit within an ovenll sn'ategy © nnplemedt ldle. \ ' .

; Act. Oﬁter wnpsses will provide demled uplamons of AT&T's“requests lfar.. ' '
1 ':‘ network elexﬁeu:ts. intercomnestion, transpost and termination; wholcs:ne semées,‘ ' ‘
e e appropriate| cconomic pricing priaciples to, apply; as well - ﬂae pambma: | }
. dimensions oftbe operational support systcms being requested. M\, role 14 w© -
L mmmmammummuwwmldmhibkbeu& '
N e
i a4 IR
R ——
’ ; i - ai]: [nﬂietecnulonysectlonswmchfolluwl ] | :; ;

“ ‘ _q descnbe the competitive envuonmem euvxsxoned by t;he Act, v{mh :

! pamcuhr emphasis on its: effef.tonconsmnerpncsand chexm (Section { L
; u)l ; : i l' ; :
v B
| |
N
l
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‘needed to provide consumers with the widest choices

' disruption (Section VI).
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fDPﬂlu?S&ﬂdﬂu‘.ﬁn;ﬁuyu1q5poﬂ:amquan#“n,f.‘

, 8 single firm offering local and iongdxsuneeservwesim

der,

 OF THE TELECOMMUNICATIONS ACT
A. The Comperisive Envimﬁhm

J .

i

e app
: local traffic (Section V); and

pénicnlarly combinations of network elements - to achieving'
 competitive structure contemplated by the Act (Section lvi);f:;z o

‘broad customer choice and accelerated entry (Section m); o

{

ariached & set of illustrative/demonstrative sides. See Exhibit JPG-2. -

o present the fundamental role of unbundled network ;éje:heﬁt;sll

. céhclﬁde with a discussion of the importance of oper

« | describe the a

. feiplai_n the particular importance -of local services \;_esalé to aéhi'qfv

I ACHIEVING THE COMPETITIVE ENVIRONMENY: '«

reemergmce of the Bell monopoly. Ccnwﬁlpamy Isbels such a.s “‘mﬁapge

'rh.avqmu Wﬁve uvwnmwnﬂnphnd by the Act uﬂnmd"fﬂy

TG help illustrate, summarize and depict certain key aspects of my tesnmcmy, § ve
structire unseen ‘since the divestiture of the Bell System in 1984: the e*mezgen@ of

IS THERE ANYTHING ELSE YOU WOULD SUGGEST?

BY THEACT. -

the full s

. PLEASE DESCRIBE THE COMPETITIVE ENVIRONMENT. ENVISION

FROM RAT&T STATE GOW'T AFF. ATL

18:@6
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’ -Thc threshold c.ondmon necessary (o achlevmg thzs competmve end-polm né a

e system of amngemenrs between carriers addressmg network: eiements recxptohal

- fopvard. .

. ﬁ-amework provndes cntrants quite dnﬂ‘erent enmiements - and ::mposes {on

FROM ATRT STATE GOU'T AFF. ATL 7O 312824572545 P, 1@

1 . B H
) . oo t
{ Lo P
: ' M o

i
i

i

o 'camer (D(C), compeuuve local exchange carrier (CLEC) and local exchange cmier

_(LEC) will become far less important (perhaps d:sappear) in Lhe eyes. of consuniers

-’ . o
1 . . . «
i . : . o
H . oL '-\
I X .

l

| compensauon, network interconnection and. the resale of wholaale semces ‘[‘hése

6

| : basnc tools wull foster robust retail compem:on where comumer beneﬁ:s anllse

E relanwly qmckly, while the slower process of constructing nthcrks mcves -

‘ _ . S 'j

'.hwmﬂy,wsmkmmwweﬁmmemmm&oalfuﬂy

i
'
1
!

petmwe envnronmen: by adopting 8 completely new fra.mework w govm ﬁle

| rehmonshxp between incumbent LECs and other carriers. Tlus aaﬂer-to-cqvler
4 l _

xncumbem LECs quite different obhgmons than have exlsted in thz past 5‘dh|s

' camer-lo-came: fnmcwork is designed so thnt entrants ‘may- u.sq BellSau+

i
e:ustmg network to fashion their own local exchange and exchmge access savl}:es

onmecqnamcbasrseomp:nbletoBellSouﬁx ' o o

i B
! i
i

WHAT ARE THE CORE ELEMENTS OF THE CARRIER-TO-CARRIE:

e

P
cd
S

k

FRAME’WORKOUTL]NEDBYTHEACT’

"i

The core ptov‘mons describing . these new amerb-camer relmomhxpé iare

- con:amedeectxon:ZSlandZSZot‘theAct. lnsunplemstbeseSemPns

reml services at whalesale prices, 10 make available elemems of xts networl{ to

; .
. Cy

i 9 . r

; .

i ] .

: i

H i

. )

‘ u-npose on mcumbent LECs. like BellSoyth, ﬁne obligation o pmmt dLe maiefo*'as :
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3 . obhgatxons wluﬁh Congress adopted in ordcr to cffect a fundunentdl change uu

teleoommumcaubns industry by promoting robust local entry. -
. wHY wouw CONGRESS HAVE ADOPTED cmmm-m-c- ,_rf ,
| The Act ﬁmdunmnny recognized that full competition would be serwusly dexa

. if- not effectwely foreclosed, 1i' it first requmed the bmldmg of uew com .

; exchmge nc:works networks which, in some areas, may never' be E

P bmldmgofcom#eﬂﬂveexchmgenetworks. AstheFCC noted: Lo o

- NETWORKS?! | | | o

!

i

' ﬁ 1 ' : S R L
: entrants gt cost-based rates, and to implement a system of reciprocal -eommg*,lim o

for the wapsport and termination of traffic. It is important to- unmmd ‘hat . i

logelher these items form t.he backbone of the relief AT&T seeks and aze not opt“m\s

- whnch BellSomH may, or may not, fulfill art its dlscretlon Rather, these are chear L

i e AN_—._._~

ARRANGEMENTS WHICH PROVIDE ENTRANTS THESE mc;n'rs~ i

1 ., The Act mnovad this impediment by making thee:umng LEC uetwork avulabl*:

’ ..nva[s. both. to ,provu:le consumers choices more quickly and to acceleraé 1the

Cwyﬁkaddressedthmpmblems[bumrstoemrymmei ;
local market] in the 1996 Act by mandating that themost. -~~~ ¢ [
siplﬁcan!ecommtcmped)memw efficient entry i into the: . 1
ized local market must be removed. ' The - |
mcumbent LECs have economies of density, comnectivity, L 1
and: s:alr., traditionally, these have been viewed as creating: |
anamn!monopoly As we [the FCC] painted out in cur - |
NPRM, 'the local competition provisions of the Act require: :i S {
that these economies be shared with entrants. (FCCOrder' o y'? !
110). ] | o ] ]
| " AR
WHY DON’T CARRIERS SIMPLY CONSTRUCT THEIR OWN LOdAL "

1
\

| l
|

it

~ While some 1oulaetworksareundcrcoumcnon, nocamer‘zanéoﬁ ct o

1 ubiquitots ‘local networks capable of supponmg broad competmdn :hquout b

|
|
| 10

l
1
1
i
i
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BeuSouth's tem!ory BeliSouth’s exchange network in Sour.h Carohna ‘has ‘

The ubnquuy, rea:h and capacity of this network is cuormous " s

LN
[

o

il 1S Loop c.umcmr THE MOST SIGNEFICANT MIASURE or ﬁm
. DOMINANCE OF BELLSOUTH'S nxcmncx NETWORK?

L No Memgmnemrksolelymmmsoﬂoops(mmexasmnnecnonwme' i

"’ investment dm Would be necessary for even a. smglc prowder much less lthe
multxple provudets necessary fot a fully ccnnpmuve emmonment - to duplls:aw In. |
'addmon o the loop plam to each and every premises in its terntory BellSouth’
B ‘exchange network encompasses more than 200 local switches (mc[udmg remoies) :
mmconnected by a vast web of mmofﬁce faczhues (Source: 1995 ARMS t43-
"07). Because of the size and geograplne reach of BcllSouth’s network Idcal

competition would develop at 2 snail’s pace uniéss this network coutd be used by
oﬂm-cama-stoprov:de local exchange and exchange access semca ‘

| ISTBEACIINTENDEDPRIMARILYTOEASEENTRYBARRERSTO

movmncmnswrmmnusmzss opronrumms» o

[
I

A..; | No hmyopmlmmm’suhmmmuwmvldeoomwnhﬁcd

-;Qr——u‘d:w—,

RS\ S S ~ SRS e S Ry~ v-SO

1\{ ‘ chows(lsﬂleyuowcnmymlongdum), to eliminate eonﬁmoncausedbyf:he -
3 ;
2 | divestitre of the Bell System (separaté providers of inral ATA and mterLA'l‘A
i b gmm), whsle retammg all ofthedwumurescompeuuve beneﬁts,andto ,ﬂm -
i :"- ST | I j:: :
R iSom-ce 1995'MS§43.08,TabkﬂLAcessLinﬂihsewi§ebym¢_' -
o o
: i |

approx;mately 343 659 business access hnes and 910,703 resldennal access hdes i

' cus:omer) sxgmﬁcanﬂy understates the enormous (in fw.. mprecedaned)f
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C suge for less regulauon of consumer prices. However, the pm:h to lnwer eonsuqﬂer

wgy IS TT IMPORTANT TO REDUCE LOCAL ENTRY BARRIE
quickLy? |

o ﬁmwmhwwmu&lﬁouthwnﬁulmgdmmummesmmmw
. Howuver, unhke the very real obstacles to local eompeuuonfleedby rwal»s,?the
Gy | P‘ﬂ- legal restrictions are removed, Be!lSom'h wlll be able m oﬁ’er‘l ng

- markethavefallénalmdy in response to competitive eatry.
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. l
]
i
i

.

P prices, newer semces and increased convenience is through the tools comemglqted

5 3 by these new camer-to-camer mngemems reqmred by the Ac‘

|

- : Lo ' Lo R I 41
j z@iu‘zWommW Reducing Local Entry Barriers-© ~ 1]

;'

" Asoted earlwr, the fundamental balance of the Apt is to embllsh the!aools neehed- e

f
{

T foe othcr camers to offer local services and, once effective 10“1 comwtmon is 3

\
Is
!
. \

i bammeon&onungBeUSouthmmndlycanbaplunmmd“wnhﬂmswm G}fa.

| dsstance servnces quickly and completely becatise: entry bamets to the [ong dtstahce. i

=
T

L Bumbmmmelmgdmcemakamlowmmenxsmpemiopu
|+ bouk the marketing (reai) and necwork (wholesaie)leves. At the whalésale level,a' o

:‘ﬂ vmdmpmsmmmmvdeﬁewﬂulmgndmoﬂongdm

services — m:m:ss:on, svnnchms and billing: In effect. the long dmince

g equwuleatstounbundled netwofk elzmenuandthemde ofwholea!e semeeql
almdymplace Anewenmtwmelongdamemarketneednotcomc its

own naworkorwm formedevclopmem ot‘ &ack.ofﬁce sysnzmsuooﬂ‘:q ns;

12




